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Weak growth and political tensions 

 South Africa’s growth prospects remain subdued, with demand-side weakness 

offsetting some easing of the supply-side constraints of the past few years. We 

expect growth to improve to 1.0% in 2017 from a likely 0.4% in 2016, as low business 

confidence continues to undermine investment and household consumption labours 

under a lack of jobs, tight credit markets, and likely tax increases. 

 We believe food price inflation has now peaked and an anticipated deceleration 

in 2017 will likely drive the trajectory for headline CPI inflation sharply lower. We 

think headline CPI inflation peaked at 6.6% in November, and is likely to fall below 

6% in early 2017. Thereafter, developments with the exchange rate, oil prices and 

food prices will set the path of the headline CPI. We see a near-term dip in core CPI 

in early 2017 due to base effects, but expect it to rise in the second half of the year 

to end 2017 at 5.5%. 

 Given that the rand avoided all of the major potential pitfalls that we anticipated, we 

have removed our call of a 25bp rate hike at the January MPC, and now see the repo 

rate on hold at 7% for some considerable time, barring a big rand blow out. We think 

the bar to cuts is set very high, with the SARB likely wanting to see core CPI inflation 

tracking sustainably in the middle of the target before countenancing rate cuts. 

 South Africa’s merchandise trade performance has deteriorated since Q2, and 

higher oil prices are offsetting gains in commodity export prices. The persistence 

of a large deficit on the income account means that South Africa’s current account 

balance is likely to track sideways at roughly 4% of GDP. This leaves the overall 

balance of payments at risk of a sudden cessation in portfolio capital inflows.  

 South Africa faces big fiscal challenges, with Finance Minister Gordhan having 

promised revenue and expenditure adjustments worth 1% of GDP in the 2017/18 

Budget to aim for a consolidated budget deficit of 3.1% of GDP. We doubt 

Gordhan will hike the VAT rate and instead think there will be an array of tax 

adjustments, including to personal income tax rates in particular.  

 We think there is some risk of further credit rating downgrades in 2017 if political 

tensions intensify, thereby further dampening private business confidence, and 

hampering structural reform efforts, or if growth fails to pick up from its torpor. 

 After a torrid year in 2016, political tensions are likely to intensify further as the 

African National Congress heads to its electoral conference in December 2017. 

Recent events seem to have put President Zuma and the faction supporting him on 

the back foot a little, but the forces for good governance within the ANC have not 

won the day yet. Both factions will be manoeuvring in the year ahead to control the 

elections and the outcome appears uncertain. For markets, we think it is important 

to look at top ANC leadership and not just the Presidential succession. 
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The South Africa Quarterly Perspectives series of reports outlines our latest macroeconomic 

forecasts for South Africa and discusses the major macroeconomic themes for the quarters 

ahead. The forecasts presented in this note are largely based on output of our proprietary 

conventional semi-structural, medium sized, demand-orientated macro model with production 

function supply side element. The model incorporates 159 endogenous variables. It has 47 

behavioural and 8 technical equations, and includes more than 100 identities. There are 211 

exogenous variables. It is run off a comprehensive macro data set up to Q3 16, as published in 

Statistics South Africa’s National Accounts and the South African Reserve Bank’s latest 

Quarterly Bulletin, updated for other relevant data published more recently. 

We think the broad macroeconomic outlook is little changed since we published South Africa 

Quarterly Perspectives: Q4 16: Political tensions dominate, 20 October 2016. Growth 

prospects remain subdued, but we expect inflation will likely return within target in early 2017. 

However, with the rand trading stronger than we anticipated, we have removed our call of a 

25bp rate hike in January and now see the repo rate flat at 7% for the foreseeable future. The 

2017/18 Budget due at end February will highlight the challenge of fiscal stabilisation with the 

National Treasury having promised adjustment measures worth 1% of GDP. The factional 

battle within the ANC as it heads towards its electoral conference in December 2017 is likely to 

intensify. Further rating downgrades are a risk if there is fiscal slippage and political tensions 

impede necessary structural reforms. 

Growth prospects are subdued 

Various supply-side constraints that have dragged on the South African economy over the 

last few years, such as drought, electricity rationing, and significant labour unrest, now 

appear to have materially eased. In particular, rainfall levels seem to be returning to 

historical averages (although preliminary data for December looks a little dry) and the 

agricultural sector should have started contributing positively to growth from Q4 16, after 7 

quarters of subtracting from it. The first official estimates of the key maize harvest are not 

due to be published until late February, but areas planted have increased 26.5% and yields 

seem likely to rise too. Also, in its most recent estimate on 20 December, the South African 

Crop Estimate Committee’s forecasts showed that this season’s wheat harvest could be as 

much as 30% higher than last season. 

The mining and manufacturing sectors, however, are still labouring under strain. In the 

latest output prints published by StatsSA for October, seasonally adjusted mining 

production fell 1.2% m/m and 2.9% y/y; a much worse outcome than expected. 

Meanwhile, South Africa’s manufacturing production was also weaker than expected, with 

nine of the 10 subsectors reporting output declines in October, relative to September, taking 

the overall index 1.9% m/m sa, or 2.7% y/y. The weak manufacturing print in October is 

consistent with the sharp plunge in the Barclays manufacturing sector PMI in that month to 

45.9, its lowest level since January 2016, a plunge which was subsequently reversed in 

November, although the index still remains in contraction territory at 48.3. In contrast, the 

Markit whole-economy PMI reached its highest level in nearly two years at 51.6 in 

December, perhaps reflecting some buoyancy in service-oriented commercial enterprises, 

especially in light of what appears to be a bumper tourist season, and the SARB’s leading 

economic indicator which points to a small upswing.  

Various supply-side constraints 

have eased 

PMI’s suggest that weak 

mining and manufacturing 

output prints for October could 

be at least partly recovered in 

November 

https://live.barcap.com/go/publications/content?contentPubID=FC2267160&restriction=DEBT
https://live.barcap.com/go/publications/content?contentPubID=FC2267160&restriction=DEBT
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FIGURE 1 

Rainfall levels returning to normal but Dec was a little dry 

 
FIGURE 2 

Agriculture should start contributing positively to GDP 

 

 

 
Source: SAWS, Bloomberg, Barclays Research  Source: Statistics South Africa, AgBiz, Barclays Research 

FIGURE 3 

PMIs point to some recovery  

 
FIGURE 4 

Mining and manufacturing production dipped in October 

 

 

 
Source: Bureau of Economic Research, Markit, Barclays Research  Source: Statistics South Africa, Barclays Research 

FIGURE 5 

Overseas tourist arrivals 

 
FIGURE 6 

Leading indicator points to an upswing 

 

 

 
Source: Statistics South Africa, Barclays Research  Source: SARB, Barclays Research 
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However, continued global demand-side weakness is likely to limit the extent of any growth 

recovery in South Africa. Global GDP is projected to grow just 2.3% in 2017 from 1.7% in 

2016, while neighbouring Africa, which is a key market for South African exports of 

manufactured goods and a key investment destination, is delivering some of the weakest 

growth in decades. The IMF forecasts that Sub-Saharan Africa (including South Africa) will 

grow just 2.8% this year, up from a mere 1.4% in 2016. The weakness of global growth is 

reflected in the prices of South Africa’s main export commodities, which have risen slightly 

since their lows at the start of 2016, but remain far below the highs prevailing a few years 

ago. There has been much discussion about the potential effects of a Trump Presidency on 

global growth and commodity prices, but it is too early to draw firm conclusions.  

Conflicting evidence on household consumption spending 

The domestic demand picture also looks weak, with little prospect of any near-term relief. 

The Q3 national accounts data on private household consumption were stronger than 

expected, given how weak both passenger car sales and retail sales prints had been (down -

19.8% q/q saar and -0.8% q/q saar respectively). However, when Statistics South Africa 

published the Q3 national accounts data in early December, total household consumption 

rose 2.6% q/q saar, versus our previous forecast of a contraction of 0.5% q/q saar. A closer 

look at the data, however, shows that this was largely due to two factors. The first was yet 

another quarter of sharply higher real expenditure on health care services (up 10.0% q/q 

saar in Q3). StatsSA measures this category of expenditure, which now accounts for 7.4% 

of total household consumption, from the net claims incurred data from the Council of 

Medical Schemes (CMS), on the back of evidence of strong growth in patient numbers as 

well as increases in patient days in some of the top hospitals. The second factor was a sharp 

9.6% q/q saar Q3 rise in spending on miscellaneous goods and services, a significant 

proportion of which owes to spending of South African residents on goods and services 

abroad, with a corresponding offset in the import component of the national accounts.  

Excluding these two categories of goods and services, household consumption rose only 

1.0% q/q saar in Q3 – still better than our forecast of a contraction. This reflects the fact 

that with the exception of the transport category (which reflects slumping car sales) all 

other parts of the household consumption basket also grew in Q3. We view this as 

surprising given the many apparent constraints on household consumption. However, it 

could reflects the Q3 job gains of 93k in the formal economy excluding agriculture 

according Quarterly Employment Statistics (an enterprise-based survey) and 287k including 

Global demand-side support 

for South Africa looks weak 

Surprisingly large increase in 

household consumption 

expenditure in Q3  

FIGURE 7 

Household consumption was surprisingly positive in Q3 

 
FIGURE 8 

Household spending on health care is mounting sharply 

 

 

 
Source: Statistics South Africa, Barclays Research  Source: Statistics South Africa, Barclays Research 
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the agricultural and the informal sectors according to household-based Quarterly Labour 

Force Survey. Importantly, however, many of the job gains in Q3 identified by the QES are 

likely to have been temporary jobs related to the local government elections in August; 72k 

of the 78k gains in community and public services in Q3 occurred at extra-budgetary 

government institutions, including South Africa’s Independent Electoral Commission. 

Otherwise, employment remains fairly stagnant, although the BER Q4 surveys of 

manufacturers and retailers’ willingness to take on new employees did show some 

improvement in Q4 16 compared to Q3. 

Credit markets have been fairly restrictive with total bank credit to households growing at 

just 0.7% y/y in November 2016 (this y/y percentage has been lowered by the African Bank 

restructuring and write-down of its claims). However, the BER’s Q4 survey of the financial 

sector revealed that retail banks may be in the process of slightly easing their lending 

standards to consumers. The net balance of banks that reported that they were tightening 

their lending standards dropped from 37 in Q3 to 29 in Q4, below the long-run average, and 

materially down from a post-global-financial crisis high of 75 in Q4 15. The latest SARB 

Quarterly Bulletin also suggests that household debt servicing costs to disposable income 

may have peaked in Q2, with households continuing to reduce their debt to disposable 

income ratios. The most recent data from the National Credit Regulator, however, for Q2 16 

show that arrears on mortgages and other forms of secured credit like vehicle finance had 

risen. It will be interesting to see if this pattern is reversed in the Q3 data due out in early 

2017, in line with the other marginally improved Q3 data for the consumer.  

The BER’s consumer confidence index for Q3 also presents a slightly improved picture. The 

headline CCI improved to -3 in Q3 from -9 in Q2, but there was a really striking divergence 

in confidence level trends between different income groups. Low income households posted 

a remarkably strong improvement to +6 from -15, which more than offset a deterioration for 

high income households to -10 from -6. We are inclined to view these results cautiously, 

however, since this would be the first significantly positive confidence reading for low 

income households since 2011, and the first time since 2009 that confidence levels of low 

income households registered higher than that of high income households. The data here 

just do not seem to fit well with our understanding of the constraints on low income 

households and thus we will suspend firm judgement until the data are confirmed or 

refuted by the Q4 reading which is due out on 19 January. 

FIGURE 9 

Q3 job gains were likely temporary election jobs 

 
FIGURE 10 

Slight improvement in firms’ hiring intentions, but still weak 

 

 

 
Source: Statistics South Africa, Barclays Research  Source: Bureau of Economic Research, Barclays Research 
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FIGURE 11 

Bank credit to households growing just 0.7% y/y 

 
FIGURE 12 

Banks may be slightly relaxing consumer lending standards 

 

 

 
Source: SARB, Barclays Research  Source:  Bureau of Economic Research, Barclays Research 

FIGURE 13 

Household debt servicing costs may have peaked 

 
FIGURE 14 

Arrears on secured finance excl. mortgages jumped in Q2 

 

 

 
Source: SARB, Barclays Research  Source: National Credit Regulator, Barclays Research 

FIGURE 15 

Real disposable income growth has slowed 

 
FIGURE 16 

Household net wealth has been falling 

 

 

 
Source: SARB, Barclays Research  Source: SARB, Barclays Research 
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FIGURE 17 

Confidence of low income households surged in Q3 

 
FIGURE 18 

Consumer confidence about the economy picked up in Q3  

 

 

 
Source: Bureau of Economic Research, Barclays Research  Source: Bureau of Economic Research, Barclays Research 

All in all, the available data for Q3 presents a relatively mixed picture for the consumer. In 

general, however, we think it is premature to call a turnaround for the consumer. Absent 

much stronger GDP growth or a major overhaul of South Africa’s labour market regulations 

and institutions, we think the jobs market is likely to remain weak, albeit with transitory 

advances and setbacks. The need to narrow the budget deficit means the years of a growing 

public sector workforce and big public sector pay settlements are likely to be over. Falling 

inflation next year should help consumers’ real incomes, but the gains are likely to be more 

than offset by the planned fiscal adjustment worth 1% of GDP through a mix of tax 

increases and spending cuts, with the tax hikes likely to fall predominantly on the consumer 

and the spending cuts likely to lead to some shrinkage of the public sector headcount. We 

see private household consumption expenditure growing just 0.9% this year, up only 

marginally from our forecast of 0.8% for 2016. 

Private investment also likely to be remain subdued 

We previously forecast an increase in Q3 fixed investment spending of about 4% q/q saar, 

after many quarters of contraction, but the national accounts data confounded our 

expectations, with another contraction of 1.0% q/q saar in Q3. The Q4 survey of South 

African businesses found that most firms in most sectors (with the exception of 

wholesaling) continue to report dissatisfaction with prevailing business conditions, with the 

overall business confidence index dropping from 42 to 38 in Q4. Weakness in business 

confidence persists despite one clear improvement in the business operating environment: a 

stable electricity supply. There has been no electricity rationing for well over one year. 

Furthermore, Eskom announced last week that it had connected the first 800MW unit of the 

Kusile power station to the national grid, which comes on the heels of another 

announcement on 20 December that the second unit of Medupi power plant, which was 

synchronised in September 2016, had been loaded to its full capacity of 796MW, an 

important milestone towards commercial operation. Assuming that these two units follow 

processes similar to those of the first unit of Medupi, which has now been in commercial 

operation for over one year, the units should achieve full commercial operation over during 

H1 17. This should substantially ease concerns about the stability of electricity supply over 

the coming year and shore up business confidence.  
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However, other factors are currently dragging heavily on business confidence. Businesses 

cite insufficient demand as a key deterrent to domestic investment, but political and policy 

uncertainty are also flagged as a persistent drag. In many areas of the economy, including 

energy policy, land reform, and mineral resources development there are persistent policy 

uncertainties, which are hard to resolve conclusively while the governing African National 

Congress is seized by a bitter factional battle. Nonfinancial private corporations are currently 

sitting on nearly ZAR800bn in bank deposits. It is hard to see corporates investing much of 

this until they are comfortable that the ANC’s internal conflicts are resolved in a way that 

facilitates good technocratic economic governance, rather than patronage-style political 

capitalism. We forecast that fixed investment spend will have contracted about 4% in 2016, 

and again in 2017 by 0.3%, before rising in 2018.  

Overall, we see a fairly modest growth path for South Africa, with a potential growth rate of 

around 1% currently. We think real GDP grew about 0.4% in 2016, and forecast a slight rise to 

1.0% in 2017, and just 1.5% in 2018. Adverse political developments, a cessation of capital 

inflows, or further rating downgrades in 2017 could lead to worse outcomes. Stronger growth 

results might pertain if the government continues to pursue growth boosting structural reforms 

and the “good governance” faction of the ANC wins the factional battle to secure practical 

control of the party in the ANC’s electoral conference in December 2017. 

The other big driver of 

domestic demand, private fixed 

investment expenditure, is also 

likely to remain subdued, 

pending a resolution of South 

Africa’s political uncertainties.  

FIGURE 19 

Investment tracks confidence levels over the long run 

 
FIGURE 20 

Wholesalers much more confident than retailers 

 

 

 
Source: Bureau of Economic Research, StatsSA, Barclays Research  Source: Bureau of Economic Research, Barclays Research 

FIGURE 21 

Most manufacturers are not confident 

 
FIGURE 22 

Building and construction industry is also pessimistic 

 

 

 
Source: Bureau of Economic Research, Barclays Research  Source: Bureau of Economic Research, Barclays Research 
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Consumer price inflation has likely peaked 

Over the past year, a big drought-related surge in food prices has driven headline CPI inflation 

sharply higher to 6.6% in November. We see this as a peak given improved climatic conditions 

are already leading to lower grains prices and overall food price inflation appears to have 

peaked at 11.7.% in October. In 2016 wheat futures dropped 24% while white maize futures 

fell 19%. Coupled with reduced exchange rate pressures on domestic prices, this is set to drive 

South Africa’s headline CPI inflation lower and likely back into the SARB’s target range in early 

2017. However, parts of the food basket and volatility of oil prices and the rand create some 

uncertainty about the exact path. For example, despite improved grazing pastures, livestock 

slaughtering is yet to fall decidedly, which remains an upside risk to meat prices. 

Oil prices also remain a key uncertainty for the inflation outlook. We have a fairly mild 

assumption that sees Brent crude rising gently to $60/bbl by end-2018. But even before the 

indirect knock-on effects, a 10% variance in the price of crude versus our forecast would 

add about 0.25 percentage points directly onto the CPI via the petrol price. Furthermore, our 

modelling work suggests that it could add another 0.2 percentage points to the CPI over the 

long run indirectly, via its impact on firms cost and pricing structures.  

FIGURE 23 

Grain prices fell sharply over 2016 

 
FIGURE 24 

Meat price inflation has remained subdued 

 

 

 
Source: SAFEX, Barclays Research  Source: Statistics South Africa, Barclays Research 

FIGURE 25 

Scant evidence of big FX pass-through pressures 

 
FIGURE 26 

Core CPI likely to dip in early 2017 due to base effects  

 

 

 
Source: Statistics South Africa, Barclays Research  Source: Statistics South Africa, Barclays Research 

1,900

2,400

2,900

3,400

3,900

4,400

4,900

5,400

Jan-15 Jul-15 Jan-16 Jul-16 Jan-17 

R/mt White maize futures Yellow maize futures

-3

0

3

6

9

12

15

18

21

24

Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15 Jan-16 Jul-16

%y/y

Bread and cereals

Meat

Oils and fats 

Vegetables

-1

0

1

2

3

4

5

6

7

8

9

10

Jan-13 Jan-14 Jan-15 Jan-16

%y/y

Clothing and footwear

Appliances, equipment, etc

Vehicles

3.5

4.0

4.5

5.0

5.5

6.0

6.5

7.0

7.5

3.5

4.0

4.5

5.0

5.5

6.0

6.5

7.0

7.5

Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-18 

Core CPI
Headline CPI

% y/y % y/y

Food price inflation is likely 

peaking 

A 10% increase in the price of 

crude adds 0.25 percentage 

points directly to the CPI 



ABSA | South Africa Quarterly Perspectives: Q1 17 

 

5 January 2017 10 

Meanwhile, after a protracted period of sustained depreciation, the ZAR has remained 

broadly stable recently, despite a series of potential pitfalls such as rating downgrades 

and the US Fed rate hike. Indeed, in nominal effective terms, the unit is some 17% 

stronger since January. While we do not see big pass-through effects in general, the 

stronger rand can only be helpful to the inflation outlook. Notably, StatsSA will publish 

a rebased and re-weighted CPI series from the January 2017 release but we do not 

think this should materially affect the broad trajectory of the CPI profile. We expect 

core CPI inflation to print at 5.7% again in December, and then we see a temporary  dip 

coming through in the first quarter due to base effects, after exceptionally large 

monthly increases in core PCI in January and February last year, even after adjusting for 

seasonal effects. Indeed, we think that core CPI could print as low as 5.1% in  February, 

before rising again over the remainder of the year to close 2017 at 5.5%. As noted 

previously, the exact path of headline CPI depends critically on assumptions about 

USDZAR, oil prices and the exchange rate, and electricity prices. Our current forecast 

puts headline CPI inflation at 5.4% at the end of 2017, assuming an electricity price 

hike of 8% in mid-2017, USDZAR at 15.20 by end-2017, Brent at $57.5/bbl at end-

2017, and food price stabilisation in 2017, such that food price inflation falls to around 

1% at the end of the year. 

SARB likely to remain on hold in 2017 and beyond 

After announcing that it may be approaching the end of the current hiking cycle in 

September, the SARB’s language turned slightly more hawkish in its November MPC 

statement, in our view, even though the vote to keep rates on hold was unanimous. The 

hawkish bias will likely remain in the near term but we have nonetheless decided to remove 

our call of a January rate hike, since the ZAR has so far avoided all the potential pitfalls that 

we anticipated (rating downgrades, US Fed hike, and an adverse cabinet reshuffle). Of 

course, South Africa could still potentially experience a variety of adverse developments that 

might cause the rand to weaken sharply, thereby eliciting a reaction from the SARB, but this 

is no longer our base case scenario. We had previously forecast that the SARB would 

reverse a January rate hike in November, but without a January hike we do not see any cut in 

November, either. Instead, we now think that the SARB will simply keep the repo rate on 

hold at 7% for some considerable time. 

We think the SARB has been quite clear that even if the peak of the hiking cycle has been 

reached, the bar to rate cuts is set rather high. Thus, while the markets might begin to 

anticipate rate cuts if headline CPI falls quickly in 2017, investors should remember that the 

SARB views core CPI as a more reliable metric of the underlying inflation dynamic 

abstracted from transitory supply shocks. The SARB has said that it wants to see core CPI 

fall to the middle of the 3-6% target and track there sustainably before it would seriously 

consider rate cuts. In the last MPC, SARB Governor Kganyago warned that although the 

MPC’s 2017 inflation forecasts had been lowered, its forecasts for 2018 were little changed. 

The SARB has also said that the stickiness of inflation expectations at 6% is a bar to rate 

cuts although this becomes something of a chicken-and-egg situation since inflation 

expectations of key price setters in the market (businesses and unions) are probably set in a 

backward looking fashion. The SARB has also has increasingly focused on the way these 

elevated levels of inflation expectations feed through into wage settlements and thus 

inflation (via unit labour costs) as a big deterrent to monetary easing. This creates a 

dilemma for the SARB because the entrenched build-in of the extant CPI level as a baseline 

for wage negotiations means that it will be difficult for the SARB to deliver lasting 

reductions in inflation without a painful recession or some kind of broader economy-wide 

wage-price accord, which South Africa’s polity is likely not able to secure at this stage. 

We see a dip in core inflation in 

early 2017, before it rebounds 

to 5.5% by year-end 

We have removed our call of a 

25bp hike in January, and also 

our call of a cut in November; 

the repo rate will likely stay at 

7% for the foreseeable future. 

The SARB wants to see core 

CPI in the middle of the target 

range sustainably before 

countenancing rate cuts  
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Balance of payments remains a key vulnerability 

South Africa’s Q3 balance of payments data showed the current account deficit widening 

from a revised 2.9% of GDP (seasonally adjusted) in Q2 to 4.0% of GDP in Q3, with a 

quarterly drop in merchandise exports more than offsetting a drop in merchandise imports. 

So far in the fourth quarter, South Africa has posted two small monthly deficits in 

merchandise trade. December usually posts a surplus, but the run rate so far in Q4 suggests 

that the seasonally adjusted trade balance in Q4 could come out even worse than Q3, 

unless the December print which is due out at end January, posts a very large upside 

surprise (however, translating these monthly customs trade data directly into current 

account balances is a little tricky because the SARB sometimes makes sizeable adjustments 

to the customs data to make them consistent with balance of payments methodology). The 

recent spike in oil prices also seems likely to put a dent in South Africa’s trade balance, 

although to some extent this should be offset by slightly reduced food imports as South 

Africa moves back into a maize surplus and higher coal and iron ore export prices as well. In 

contrast, prices of gold and platinum have dipped recently, and are not much higher than 

they were at the beginning of 2016. Meanwhile, despite strong improvement in South 

Africa’s vehicle exports, its net trade in manufactured products as a whole seems to have 

reversed some strong improvements recorded in mid-2016.  

Given a persistent large deficit on the income account, South Africa’s structural current 

account deficit looks likely in our view to continue to track sideways at about 4% of GDP. 

This leaves the country reliant on potentially volatile capital inflows. SARB’s statistics on net 

foreign purchases of equities and bonds showed that they turned materially negative in Q4, 

and a global economy with rising US policy rates, higher US yields and a strong dollar 

suggests some risks that the outflows will continue. However, it is important to remember 

that the capital account data do not tell the full story of South Africa’s balance of payments. 

The country continues to manifest big positive “unrecorded transactions” averaging 1.5% 

of GDP each quarter. Otherwise known as errors and omissions, this positive balancing item 

points to unidentified FX inflows (or an overestimation of FX outflows somewhere in the 

current or financial accounts). A further buffering factor is that exchange rate depreciation 

could push South Africa’s financial institutions above their offshore investment limits, 

thereby forcing them to stop further foreign investments and even repatriate funds to bring 

their offshore investments back within the 30% limit of total assets under management.  

Merchandise trade data 

deteriorated in the second half 

of the year 

Balance of payments 

vulnerable to a reversal of 

capital inflows 

FIGURE 27 

Export growth is still outpacing import growth 

 
FIGURE 28 

Much better cumulative trade performance in 2016 

 

 

 

Source: SARS, Barclays Research  Source: SARS, Barclays Research 
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FIGURE 29 

Oct/Nov trade data point to weaker sa trade balance in Q4 

 
FIGURE 30 

Industrial commodity export prices have risen 

 

 

 
Source: SARS, SARB, Barclays Research  Source: Reuters, Barclays Research 

FIGURE 31 

Balance of trade in manufactured products not improving 

 
FIGURE 32 

Persistent big net income deficits keep CA deficit elevated 

  

 

  
Source: SARS, Barclays Research  Source: SARB, Barclays Research 

FIGURE 33 

Net portfolio inflows have turned negative lately 

 
FIGURE 34 

Large unidentified FX inflows in South Africa’s BoP 

 

 

 
Source: SARB, Barclays Research  Source: SARB, Barclays Research 
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Big fiscal challenges to be overcome 

The Medium Term Budget Policy Statement in October laid bare the scale of South Africa’s 

fiscal challenges (see South Africa’s mid-year budget update: measured gradualism may not 

be enough, 27 October 2016). In addition to corrective revenue and expenditure measures 

pre-announced in the 2016/17 Budget for the 2017/18 fiscal year, Finance Minister 

Gordhan also pencilled in further spending cuts and revenue increases to take the total 

adjustment to ZAR48bn, about 1% of GDP. Despite this extra adjustment, the National 

Treasury now expects a consolidwated deficit of 3.1% of GDP in FY 17/18, compared to the 

2.8% forecast in last February. Furthermore, the Treasury now forecasts the debt-to-GDP 

ratio to peak higher and later than it did in February. The Treasury now expects gross public 

debt to peak at 53.0% of GDP in FY 18/19 versus 51.0% of GDP in 17/18 previously. The 

deterioration in the deficit and debt targets owes both to a higher deficit in nominal terms 

and a smaller GDP denominator given that growth underperformed budget expectations. 

The National Treasury’s risk assessment identified three main risks to the fiscal trajectories 

outlined in the MTBPS: 

 lower than expected growth;  

 higher than expected increases in compensation budgets, with the current three year 

wage bill expiring in March 2018;  

 financial weakness of many state-owned enterprises, especially given many explicit 

government guarantees.  

The latest set of monthly main budget data from November suggests a slight adverse risk to 

the revised consolidated budget deficit target of 3.4% of GDP for the current fiscal year. 

Gross tax revenue for the fiscal year to date is running 6.7% up on the same period in the 

previous year, versus an MTBPS-revised targeted growth rate of 7.7%. That said, the last 

couple of months of the fiscal year typically see chunky tax receipts so we believe there is 

still a reasonable chance that National Treasury will be able to catch up.  

 

  

Upcoming 2017/18 Budget 

will need to include sizeable 

adjustment measures worth 

1% of GDP 

FIGURE 35 

Tax proceeds are running short of original budget targets 

 
FIGURE 36 

Midyear budget update extended fiscal consolidation path  

 

 

 
Source: National Treasury, Barclays Research  Source: National Treasury, Barclays Research 
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FIGURE 37 

Weak growth hits debt ratios in two ways 

 
FIGURE 38 

Each fiscal iteration revised debt trajectory higher 

 

 

 
Source: National Treasury, Barclays Research  Source: National Treasury, Barclays Research 

The adjustment effort of 1% of GDP is sizeable, with, ZAR20bn to come through expenditure 

cuts and ZAR28bn through higher revenues, through some as-yet unspecified combination of 

tax increases and other revenue measures. It is not entirely clear exactly how the Treasury will 

approach this challenge when it unveils the 2017/18 Budget (probably on 22 February though a 

date has not been officially announced yet). We think the best approach would be to hike the 

VAT rate 1pp to 15%, which would raise around ZAR20bn. However, this seems politically 

unpalatable to the government at this juncture, which means that National Treasury will likely 

have to resort to a wide array of other tax measures, in particular the fuel excise levy and 

personal income tax (PIT) rates. One politically attractive option would be an incomplete 

adjustment for fiscal drag. We estimate that freezing of tax brackets in nominal terms would 

generate ZAR14bn. A 1pp increase in the PIT rate except for the lowest tax bracket would raise 

ZAR9bn, while a top marginal income tax rate of 45% (compared to 41% currently) for those 

earning more than ZAR1mn would garner ZAR5bn at most. A 35c/l increase in fuel levy would 

generate roughly ZAR8bn. One of the key questions for investors is to what extent South Africa 

can generate more taxes from the corporate sector. A 1pp increase in corporate income tax rate 

would generate ZAR5-7bn, and is probably not economically desirable given the weak private 

sector investment climate. However, the Davis Tax Committee has looked extensively at base 

erosion and corporate profit shifting and we believe the National Treasury may be ready to unveil 

some measures to counter this. Nevertheless, we still think that the bulk of the revenue increases 

will have to come from consumers. Although some material fiscal proceeds could be generated 

from the current tax amnesty which runs until mid-2017, we think it will be highly unlikely for the 

Treasury to base a budget on such proceeds, given that they are so uncertain. 

Successful fiscal consolidation is key to rating prospects in 2017 

In late November and early December, South Africa experienced two negative rating actions 

with Fitch’s decision to assign a Negative Outlook to its BBB- credit ratings, and S&P’s 

decision to lower the local currency rating one notch to BBB but leave the foreign currency 

rating unchanged at BBB-. These decisions were as we expected. We were surprised, 

however, by Moody’s decision not to act on the Negative Outlook on its Baa2 rating. If 

South Africa is able to achieve a meaningful fiscal consolidation that stabilises its debt-to-

GDP against a backdrop of weak growth, it may be able to secure its credit ratings at these 

leves. But there are clearly risks of further downgrades in 2017 if growth doesn’t pick up 

somewhat or if socio-political tensions intensify, thereby hindering confidence and 

investment and structural reform.  
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a risk in 2017 if growth does 

not pick up, structural reform 
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Heightened political uncertainty could intensify in 2017 

President Zuma’s decision to dismiss the respected Finance Minister Nene in December 

2015 sent markets reeling, and marked the start of a year of exceptional domestic political 

volatility, with a constitutional court judgement against the President, moves to charge 

Finance Minister Gordhan, local government elections which saw the ANC lose control of 

three big metropolitan areas, a series of reports about influence peddling at the highest level 

of the state, culminating in the outgoing Public Protector’s report on “state capture’, and a 

proposal within the ANC’s own National Executive Committee that President Zuma should 

stand down. All of these events have served to further expose and inflame the factional 

battle for control of the ANC. Recent developments seem to have put President Zuma and 

his network of supporters increasingly on the back foot. A cabinet reshuffle that was 

expected before Christmas did not materialise, perhaps reflecting some weakness on 

President Zuma’s position at present. However, this is not to say that the parts of the ANC 

representing strong technocratic governance have won the day. Rather the situation 

appears one of a tense and unnerving standoff.  

South Africa’s political tensions look likely to intensify in 2017, given that the governing 

African National Congress heads to its key electoral conference in December. This event will 

see the party choose a successor to President Zuma (as president of the ANC) as well as the 

rest of the top six officials of the ANC, and the other members of the National Executive 

Committee (NEC). The factional battle is likely to intensify this year as different groups 

manoeuvre in advance of the electoral conference in order to secure an outcome which 

suits their particular agendas. Most of this manoeuvring takes place behind closed doors. 

Thus, the succession battle is not entirely transparent and at the moment it is still entirely 

unclear who will succeed President Zuma. Deputy President Cyril Ramaphosa would need to 

secure sufficient cross-party support to triumph over the apparent candidate of the 

President’s faction, his ex-wife Nkosazana Dlamini-Zuma. But other outcomes are possible. 

The ANC’s Secretary-General, Gwede Mantashe, said that six individuals had expressed an 

interest in leading the party, without revealing who they were. One such candidate, 

however, could be the ANC’s Treasurer-General, Zweli Mkhize, who is already a member of 

the ANC’s top six and might prove a suitable compromise candidate between the ANC’s 

different factions. We caution, however, that investors should not focus solely on who the 

party chooses to succeed President Zuma. Arguably the allegiance and agendas of the 

individuals elected to fill the broader swathe of top leadership positions are as important. A 

reformist President would be significantly hobbled if he or she did not have strong support 

in the ANC’s top six or the NEC more broadly. Unfortunately, at the moment it is entirely 

unclear which faction will be able to gain the upper hand in the leadership contest. This 

creates something of a binary future for South Africa, in our view. 

 

2016 was a year of exceptional 

political volatility that seems to 

have left the political dynamic 

looking a more open for 

positive change 

Political tensions are likely to 

remain elevated in 2017 as the 

ANC heads to its key electoral 

conference in December 2017, 

with a great deal of 

uncertainty about which 

faction within the party will 

prevail 
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FIGURE 39 

Main macroeconomic variables in South Africa 

 
2016 2017 

     
   

  Q1 Q2 Q3 Q4F Q1F Q2F Q3F Q4F 2013 2014 2015 2016F 2017F 2018F 2019F 2020F 

Output  (% q/q saar) 
             

   

Real GDP  -1.2 3.5 0.2 0.8 0.8 1.1 1.2 1.5 2.2 1.4 1.3 0.4 1.0 1.5 1.9 2.1 

Real GDP (%y/y) -0.6 0.7 0.7 0.8 1.3 0.7 1.0 1.1 2.2 1.4 1.3 0.4 1.0 1.5 1.9 2.1 

Household consumption  -1.7 1.4 2.6 -0.9 0.5 1.1 1.7 1.7 2.9 1.4 1.7 0.8 0.9 1.5 1.8 2.0 

  Durable goods -12.5 -6.4 -3.8 -3.9 0.0 3.2 4.4 4.1 9.0 5.3 -2.1 -7.3 -0.3 2.2 2.5 3.4 

  Semi-durable goods -1.2 2.1 0.6 -0.5 2.0 1.2 1.2 1.2 5.3 3.2 4.0 3.2 1.1 1.3 2.4 2.6 

  Non-durable goods -0.9 0.4 2.3 0.0 0.4 1.4 2.0 2.0 1.5 0.8 2.2 0.9 1.1 1.5 1.7 1.9 

  Services 0.1 3.8 4.7 -1.2 0.4 0.4 1.0 1.0 2.2 0.5 1.8 2.0 0.9 1.5 1.7 1.7 

Public consumption  1.2 1.4 2.1 1.2 2.8 -0.6 4.8 -0.2 3.3 1.9 0.2 1.6 1.7 2.0 2.0 2.1 

Investment  -10.0 -6.8 -1.0 -2.8 1.3 -0.7 3.9 1.7 7.6 -0.4 2.5 -4.2 -0.3 2.3 3.2 3.6 

Exports  -8.1 22.8 -26.4 9.0 4.9 8.4 -0.4 1.9 4.6 2.6 4.1 -1.3 1.8 1.4 1.9 2.1 

Imports  -10.5 -5.2 -4.9 5.1 3.8 1.1 2.8 2.6 1.8 -0.5 5.3 -3.7 1.6 2.2 2.8 2.9 

External and government accounts 

(% of GDP) 

       

  

   

   

Current account  -5.3 -2.9 -4.1 -4.3 -4.4 -4.5 -4.5 -4.5 -5.8 -5.4 -4.3 -4.2 -4.5 -4.4 -4.5 -4.7 

Consolidated fiscal balance* n/a n/a n/a n/a n/a n/a n/a n/a -3.7  -3.6  -3.7  -3.4  -3.2  -2.9  -2.5  -2.3  

Consolidated primary balance* n/a n/a n/a n/a n/a n/a n/a n/a -0.7 -0.4 -0.4 0.1 0.4 0.8 1.0 1.2 

Government debt* n/a n/a n/a n/a n/a n/a n/a n/a 43.7 46.6 49.4 51.3 52.7 53.5 53.1 52.6 

Prices (% y/y) 
             

   

CPI inflation 6.5 6.2 6.0 6.5 6.1 5.5 5.5 5.4 5.8 6.1 4.6 6.3 5.6 5.6 5.6 5.4 

Core CPI inflation 5.5 5.5 5.7 5.7 5.3 5.3 5.4 5.5 5.2 5.6 5.5 5.6 5.4 5.6 5.5 5.5 

PPI inflation 7.6 6.8 7.1 7.0 5.9 5.9 5.7 5.4 6.0 7.5 3.6 7.1 5.7 5.6 5.7 5.7 

Interest rates (% eop) 
             

   

Repurchase rate 7.00 7.00 7.00 7.00 7.00 7.00 7.00 7.00 5.00 5.75 6.25 7.00 7.00 7.00 7.00 7.00 

Prime rate 10.50 10.50 10.50 10.50 10.50 10.50 10.50 10.50 8.50 9.25 9.75 10.50 10.50 10.50 10.50 10.50 

Note: *For fiscal year commencing 1 April. Source: SARB, National Treasury, Stats SA, Barclays Research 
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